AR Recruitment

 

Key Messages

Senior management must take responsibility for the fitness and propriety of the advisers of their appointed representatives (ARs) and the firm as a whole, through due diligence.

It is not sufficient for a principal firm to have robust procedures and systems on paper, if these are not communicated and measured effectively within its ARs.

Firms should satisfy themselves that the competence of the AR has been assessed to its own standards so they can understand and accept the risks they will take on.

Senior management at principal firms should ensure that adequate checks are conducted on any AR prior to registering with the FSA.

Senior management is responsible for recording all the required information and retaining the records for future inspection.

Findings

The majority of firms did show some improvement in this area following the 2006 project. However, 20% of firms did not assess the fitness and propriety of individuals. More worryingly, one firm did not conduct any verification on the information provided by the AR in relation to its financial position.

It was common to find an over-reliance by firms on the 'experience' stated by an AR prior to recruiting and also on the reference from the previous network. No further checks were conducted by the firm on the individual.

We found that whilst some firms collate a plethora of information from potential ARs and run financial and credit checks, in some cases there was no evidence to suggest that any review had been carried out on the information within the reports or that questions were asked about any unusual aspects.

Findings for different types of firm

One third of general insurance firms did not assess the fitness and propriety or assess the competency of its ARs before appointing them.

More than a third of mortgage firms did not adopt a risk-based approach or assess competency. The majority of Mortgage firms did carry out adequate checks and assessed the fitness and propriety of its ARs.

We found the investment firms to be generally of a higher standard. Two thirds of investment firms adopted a risk-based approach and assessed competency and the majority of firms carried out adequate checks including fitness.

Examples of good and poor practice

These examples are based on the firms visited during the project, representing the market sectors identified in the introduction. Firms should consider the relevance of these examples to their own business when reviewing them.

Good Practice 

One firm had detailed procedures written down which ensured that a consistent approach was adopted for every new AR and adviser and was able to show this was used in practice. This firm also classed any new joiner as a trainee and visited the relevant AR to conduct training and assessments to ensure the individual had attained the desired level of competence before confirming the appointment.

Another firm had adopted a risk-based approach to test the knowledge and capabilities of the ARs against a standard benchmark to determine the level of ongoing monitoring.

One of the firms visited previously as part of the 2006 project demonstrated that it had significantly improved on its recruitment process. In this example the firm had carried out the full suite of checks for an adviser 12 months earlier. When the individual decided to apply to become an AR in their own right, the firm proceeded to conduct all the checks again, including credit and financial checks. 

 Poor Practice 

In a number of firms the competence of the AR was not assessed prior to the AR being appointed by the firm. The firms relied on the confirmation from the previous employer or network that the individual had been deemed competent and did not carry out any further assessment. Some ARs had not been assessed since mortgage regulation began.

In one firm, an adviser at an AR, who was authorised to advise on and arrange mortgages since July 2005, had been an insurance adviser at the previous firm and had not sold mortgages under FSA regulation. All that was on the adviser's recruitment file was a reference from a partner in the previous firm stating that the individual was "a good mortgage adviser", relating to a period when mortgages were not regulated.

One of the motor retailers had failed to conduct any verification of the financial information disclosed by the prospective AR. This leaves the firm open to any risks associated with an AR that is potentially insolvent.
